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THURSDAY, APRIL 28, 1955 


Unitep States SENATE, 
SUBCOMMITTEE ON FrpERAL Crop INSURANCE 
OF THE COMMITTEE ON AGRICULTURE AND FORESTRY, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to call, in room 324, 
Senate Office Building, Senator Earle C. Clements presiding. 

Present: Senators Clements and Scott. 

Senator CLements. The hearing will come to order. 

The subcommittee has met this morning for the purpose of hearin 
witnesses on S. 1165, a bill introduced by the chairman of the ful 
committee, at the request of the Department. I am also very hopeful 
that the witnesses present this morning will, in the testimony they 
present to the subcommittee, take into consideration S. 1826, a 
modification of S. 1165, which I introduced in the Senate earlier in 
this week. 

S. 1165 provides for the elimination of crop insurance on tobacco 
in the barn and also for authorization for the Federal Crop Insurance 
Corporation to pay loss-adjustment costs and operating expenses 
from premium income and to take into consideration such costs when 
fixing premium rates to be charged the farmers. 

Without objection, a copy of 5. 1165 and S. 1826 will be inserted 
into the record at this point, along with a letter from the Department 
: Agriculture, dated February 9, 1955, requesting enactment of 

. 1165. 
(The material referred to is as follows:) 


[S. 1165, 84th Cong., Ist sess.) 
A BILL To amend the Federal Crop Insurance Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembied, That section 508 (a) of the Federal Crop Insurance 
Act, as amended (7 U. &. C. 1508 (a)), is amended by striking from the proviso 
coRnennS in the second sentence thereof the phrase ‘‘, except in the case of 
tobacco,’’. 

Sec. 2. Section 508 (b) of the Federal Crop Insurance Act, as amended (7 
U. 8. C. 1508 (b)), is amended by adding after the words ‘“‘unforeseen losses” 
where they appear in the first sentence thereof the words ‘‘and such premiums may 
include the direct costs of loss adjusters for crop inspections and loss adjustments 
and port, or all of the Corporation’s administrative costs’’ 

Sec. 3. Section 516 (a) of the Federal Crop Insurance Act, as amended (7 
U. 8. o 1516 (a)), is amended by striking all of the language contained therein 
which follows the ‘colon contained in the first sentence thereof and inserting in 
lieu thereof: ‘‘Provided, That (a) the direct cost of loss adjusters for crop inspec- 
tions and loss adjustments may be considered as nonadininistrative or nonoperat- 
ing expenses, and (b) necessary administrative and or expenses in excess 
of appropriated funds may he paid from premium income’ 


1 





FEDERAL CROP INSURANCE 





[S. 1826, 84th Cong., Ist sess.] 
A BILL To amend the Federal Crop Insurance Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 508 (a) of the Federal Crop Insurance 
Act, as amended (7 U. S. C. 1508 (a)), is amended by adding after the second 
sentence thereof the following: ‘If the insured has or acquires any other insurance 
against fire on the crop, or portion thereof, covered by the insurance contract, 
regardless of whether such other insurance is valid or collectible, the Corporation 
shall only be liable in the event of a loss due to such risk, for the smaller of either 
(1) the amount of insurance coverage under the contract, or (2) the amount by 
which the loss from such risk exceeds the indemnity paid or payable under such 
other insurance.’’. 





DEPARTMENT OF AGRICULTURE, 
Washington, D. C., February 9, 1955. 


The honorable the PRESIDENT OF THE SENATE. ‘ 


Dear Mr. PresiwEent: Enclosed for the consideration of the Congress is a pro- 
posed bill to amend section 508 (a), 508 (b) and 516 (a) of the Federal Crop Insur- 
ance Act, as amended (7 U.S. C. 1508 (a) 1508 (b) and 1516 (a)). 

Sections 508 (b) and 516 (a) are amended to provide authority for the Corpora- 
tion to pay, in part, operating and administrative expenses from premium income, 
and to incude such costs when premium rates are fixed. (The language in section 
516 (a) which would be eliminated under this proposal does not apply to current 
operations and is no longer necessary.) 

The direct costs of loss adjusters are currently being paid from premium income 
in accordance with the Department of Agriculture and Perm Credit Administra- 
tion Appropriation Act, 1955 (66 Stat. 304). The Budget for the fiscal year 1956 
recommends not only continuation of the payment of direct costs of loss adjusters 
from premium income, but also provides that necessary administrative and 
operating axpenses in excess of appropriated funds in an amount not to exceed 
$1,500,000 may be paid from premium income. 

The budgetary problems which now exist in connection with the administration 
of the crop-insurance program are relieved to some extent by the appropriation 
language in the budget to pay administrative costs in part from premium income. 
However, permanent legislative authority would be very desirable, in order to 
facilitate the long-range planning which is essential to the efficient development 
of a sound insurance program. 

The administration of the crop-insurance program involves two highly variable 
cost factors—the adjustment of losses and the sales and servicing of contracts. 
Budgeting for these activities under an annual appropriation procedure has been 
very difficult, and the Corporation’s administrative expense budget has frequently 
proved to be either too high or too low. This variation almost inevitably occurs 
because the administrative budget is necessarily based principally on an estimate 
of contract workload made far in advance of the time when crop conditions and 
sales prospects can be accurately known. Loss adjustment costs are anticipated 
in direct proportion to this workload on the basis of the number of losses occurring 
during an average crop year. This means that both the contract workload and 
the type of growing conditions that will prevail must be anticipated approximately 
2 years in advance of actual operations. Since the cost of loss adtastendnt’s is 
directly affected by both of these factors, estimates regarding loss adjustment 
costs made so far in advance are subject to considerable adjustment. 

A problem similar to that which exists in connection with loss-adjustment costs 
prevails with respect to the sales and servicing of contracts. In estimating the 
contract workload 2 years in advance, consideration must be given to the sales 
that will be made during both years, as well as cancellations that will occur during 
the 2-year period. If the budget estimates should prove to be low with regard to 
the demand for insurance, it would be necessary to restrict sales in order to limit 
operations within the scope of available funds. This would deny insurance to 
some farmers because funds were not available to service insurance contracts 
for them, and would impair the field organization under which sales and servicing 
work is handled by local agents on a commission basis. Earnings of these agents 
depend directly on the number of contracts which they sell and service, and good 
agents will resign if sales are unduly restricted. 

The Corporation is endeavoring to offset the concentrated risk which now exists 
by extending participation to new areas and additional crops. The only way this 
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can be accomplished is through the formulation and execution of well-organized 
plans for the writing of new busimess over a number of years. Unduly restricting 
participation, because of inability to accurately forecast sales volume, would 
greatly retard this endeavor. 

If the enclosed legislation is enacted, the problems set forth above would be 
mitigated. Furthermore, a means would be provided for the gradual transition of 
crop-insurance activity to a self-sustaining basis as experience warrants. The 
authority would be permissive rather than mandatory, and the extent of such 
charges against premium income could be controlled each year by the Congress. 

Adoption of the legislation would be consistent with the 1956 budget as pro- 
vision is made therein for the payment from premium income of the direct costs 
of loss adjusters, and not to exceed $1,500,000 of necessary administrative and 
operating expenses. Based on an average crop year, it is estimated that direct 
loss adjustment costs will amount to $1,116,000 for the fiscal year 1956. 

Section 508 (a) is amended to provide for the termination of insurance on tobacco 
at the time the crop is harvested. This change would put tobacco on the same 
basis as the other crops insured by the Corporation. Catastrophe insurance is 
available from private insurance companies for the period between harvest and 
sale of the crop. 

This Department recommends that the proposed legislation be passed. 

The Bureau of the Budget advises that enactment of this proposed legislation 
would be in accord with the program of the President. 

Sincerely yours, 


E. T. Benson, Secretary. 


Senator Cirements. The first witness we have this —- is Mr. 
Charles 8. Laidlaw, Manager of the Federal Crop Insurance Corpora- 
tion, United States Department of Agriculture. 


STATEMENT OF CHARLES S. LAIDLAW, MANAGER, FEDERAL CROP 


INSURANCE CORPORATION, UNITED STATES DEPARTMENT OF 
AGRICULTURE 


Mr. Larptaw. Mr. Chairman, I am very glad for the opportunity 
to meet with this committee today to discuss the crop-insurance pro- 
gram and, more particularly, the effect the provisions of Senate bill 
1165 would have on crop-insurance operations. 

Prior to 1948, the crop-insurance program was administered on a 
national basis. Mainly bavatihe of the high level of coverage offered, 
the lack of sufficient and reliable actuarial data, the high risk involved 
in a venture of this type, and rather adverse growing conditions, 
the Corporation’s loss experience was very unfavorable. Congress 
wisely recognized these problems and amended the act, beginning with 
the 1948 crop year, to restrict the program and place it on an experi- 
mental basis until a sound program could be developed. While some 
progress has been made toward this goal since 1948, the development 
of a sound and practical program is still in the experimental stage and 
must be regarded as a long-range undertaking. 

We have again reached a point where the Corporation’s experience 
indicates a need for a few significant changes in the Crop Insurance 
Act to further advance the development of this program. 

Senate bill 1165, which has been introduced by Senator Ellender, 
embodies these changes. The bill amends sections 508 (b) and 516 (a) 
of the act to provide authority for the Corporation to pay loss adjust- 
ment costs and a portion of operating and administrative expenses 
from premium income, and to include such costs when premium rates 
are fixed. 

The administration of the crop-insurance program involves two 
highly variable cost factors—the adjustment of losses and the sales 
and servicing of contracts. Budgeting for these activities under an 
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annual appropriation procedure has been very difficult, and. the 
Corporation’s administrative expense budget estimate has frequently 
not forecast actual workloads within reasonable limitations. This 
variation occurs because the administrative budget is necessarily 
based principally on an estimate of contract workload made far in 
advance of the time when crop conditions and sales prospects can be 
accurately known. Loss-adjustment costs are anticipated in direct 
proportion to this workload on the basis of the number of losses occur- 
ring during an average crop year. This means that both the contract 
workload and the type of growing conditions that will prevail must be 
anticipated approximately 2 years in advance of actual operations. 
Since the cost of loss adjustments is directly affected by both of these 
factors, estimates regarding loss-adjustment costs made so far in ad- 
vance are subject to considerable adjustment. 

A problem similar to that which exists in connection with loss- 
ajustment costs prevails with respect to the sales and servicing of 
contracts. In estimating the contract workload 2 years in advance, 
consideration must be given to the sales that will be made during 
both years, as well as cancellations that will occur during the 2-year 
period. If the budget estimates should prove to be low with regard to 
the demand for insurance, it would be necessary to restrict sales in 
order to limit operations within the scope of available funds. This 
would deny insurance to some farmers because funds were not avail- 
able to service insurance contracts for them, and would impair the 
field organizations under which sales and servicing work is handled 
by local agents on a commission basis. Earnings of these agents 
depend directly on the number of contracts which they sell and 
service, and good agents will resign if sales are unduly restricted. 

The Corporation is endeavoring to offset the concentrated risk 
which now exists in the major wheat areas by extending participation 
to new areas and additional crops. The only way this can be accom- 
plished is through the formulation and execution of well-organized 
plans for the writing of new business over a number of years. Unduly 
restricting participation, because of inability to accurately forecast 
sales volume, would greatly retard this endeavor. 

Senator Scorr. Mr. Chairman, I would like to ask a question, 
What he said is no doubt true, but the individual farmer himself is in 
exactly that same situation. What plans he has to make for a crop 
must be a year-or 2 years in advance. That is all right for him to say 
that, but doesn’t the farmer have exactly the same problem? 

Senator CLements. Are you asking Mr. Laidlaw that question? 
I would agree with you. 

Senator Scorr. That’s nothing new, all of us have to plan well in 
advance. 1 had to plan well in advance to get up here myself. 

Mr, Laip.aw. Well, of course, it does put us in a straightjacket if 
an appropriation is too low. It is rather hard for an insurance com- 
pany of this type to accurately plan on the number of sales and losses 
2 years in advance. 

Senator Clements. Don’t you do that on most of your appro- 
priations? 

Mr. Larpiaw. You just can’t accurately estimate them in an 
insurance business. We don’t know that far in advance how many 
contracts we are going to service. 

Senator Clements. If it were not for that, we wouldn’t have any 
deficiency appropriation bills ever come before the Congress, or any 
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supplemental appropriations, that is, if you could make one plan stick 
for a given period of time. 

Mr. Larpiaw. If this bill is enacted into law, these problems would 
be mitigated, and a means would be provided for the gradual transi- 
tion of crop-insurance activity to a self-sustaining basis as experience 
warrants. The authority contained in S. 1165 to charge certain 
operating and administrative expenses against premium income is 
permissive, not mandatory, and the extent of such charges against 
premium income could be controlled each year by the Congress when 
considering the annual budget. The rate at which premium income 
could be utilized for such costs would necessarily depend on the ex- 
tent of accumulated reserve and the rate at which such costs could 
be incorporated in the premiums. 

S. 1165 also amends section 508 (a) of the Crop Insurance Act to 
provide for the termination of insurance on tobacco at the time the 
crop is harvested. Under the existing provisions of the act, the crop 
is covered through the curing period. This change would put to- 
bacco on the same basis as the other crops insured by the Corporation 
and would not deprive the tobacco farmer of needed protection against 
loss from fire or wind while the crop is in the barn. Insurance protec- 
tion of this type is available from private companies. 

The management of the Federal Crop Insurance Corporation en- 
—— Senate bill 1165, and earnestly recommends its enactment into 
aw. 

Senator CLements. Mr. Laidlaw, I do not know whether this is a 
question that I ought to ask you, but I take it the insurance people 
would like very much for the Government to eliminate every form of 
protection provided for the farmer by the Government, would they 
not? 

Mr. Larptaw. No; that is not exactly the case, Senator. This 
insuring tobacco after it leaves the field has been a very sore spot with 
all private carriers, both stock and mutual. They feel, of course, 
that this type of insurance is available through private carriers, both 
stock and mutual. As a result, that point has been a source of con- 
stant friction between the Crop Insurance Corporation and the 
private insurance carriers. 

Since I have been Manager the past 2 years, I have spent a lot of 
time in public relations with various insurance organizations, and I 
am fully convinced that as for crop-insurance protection against 
unusual hazards, the insurance industry is now beginning to see the 
light and are for it. But this is one of the biggest irritants in the 
entire insurance field. No, I think the insurance companies—that is, 
the majority of them—believe that the crop insurance as such is a very 
wonderful thing for the farmer. 

Senator CLements. Only on tobacco do they complain? 

Mr. Lam.uaw. Yes. Ninety-nine percent of the complaints that I 
get is on tobacco. 

Senator CLements. Would you want to make any comment on 
S. 1826 or would you prefer to make that later? 

Mr. Larpiaw. Well, I know the whole background of this bill, 
Senator. I know Mr. Hurst fairly well. I would say that I would 
much rather see the enactment of the legislation as proposed under 
S. 1165, but if that could not be, as far as I am concerned, S. 1826 
would be acceptable. But I think it is a very poor substitute. 
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Senator CLements. S. 1165 is your first choice and S. 1826 is your 
second choice. 

Are there any questions you want to ask Mr. Laidlaw, Senator? 

Senator Scorr. I have none, sir. 

Senator CLements. Mr. Laidlaw, I thank you. 

I see no reason for you to stay unless you so desire. We would be 
glad for you to stay. 

Mr. Hugh F. Hall, will you take the witness chair, please? 


STATEMENT OF HUGH F. HALL, LEGISLATIVE ASSISTANT, AMERI- 
CAN FARM BUREAU FEDERATION 


Mr. Hauu. Mr. Chairman, I am legislative assistant of the Ameri- 
can Farm Bureau Federation and appear here in that capacity for 
the organization. 

The bill, S. 1165, to amend the Federal Crop Insurance Act, as 
amended, carries out an objective of the American Farm Bureau Fed- 
eration which has been supported for a number of years. The ob- 
jective is set forth in the “Resolutions” as follows: 


CROP INSURANCE 


We strongly recommend that the crop-insurance program be placed on a 
sound actuarial basis and that premiums include reasonable charges for adminis- 
trative expenses. We will continue to oppose any expansion of the crop-insuranee 
program until this is done. 

Since the program is on an experimental basis, it should be discontinued or 
modified in those areas where repeated experience shows that the program is not 
now on a sound actuarial basis. 

We further urge a careful study of the desirability of converting Federal crop 
insurance to a reinsurance program for privately operated crop-insurance pro- 
grams. 

Sections 2 and 3 of the bill will amend the Federal Crop Insurance 
Act so that over a period of years the above objectives may be at- 
tained. 

The membership of the American Farm Bureau Federation has 
long felt that the crop-insurance program, after a period of experimen- 
tal development, should gradually emerge into a self-sustaining pro- 
gram. The difficulties which are inhereint in crop insurance will 
necessitate careful planning and further experimentation. We believe, 
however, that this experimentation should be carried on with the 
provisions of sections 2 and 3 of this bill made operative. 

Striking out the phrase “except in the case of tobacco,” as provided 
in section 1 of the bill, will result in the withdrawal from the Federal 
crop-insurance contract of fire and lightning coverage primarily on 
tobacco stored on the farm. Since insurance protection for tobacco, 
after being taken in from the field, is offered by mutual companies 
operated by farmers and other insurance carriers, there is no real 
need for this coverage under the Federal crop-insurance program. 
The coverage of tobacco beyond the period of coverage of other com- 
modities makes tobacco the only exception aor, 34 several crops 


insured, The need for such protection in the case of tobaeco does 
not appear to exist. 

The coverage which has been given in the case of tobacco after the 
commodity has been taken from the field, has led to misunderstanding 
in some cases where protection has also been provided by private or 
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mutual insurance carriers. In some instances it is reported that per- 
sons insured have not been aware of the nature of reimbursement in 
case of a loss under situations where coverage was carried in more 
than one contract. 

For these reasons we recommend the approval of the bill, S, 1165. 

Senator CLeMENts. Do you want to make any comment on S, 1826? 

Mr. Hatt. No; I would not care to make any comment today. 
The letter we received announcing these hearings did not mention it 
and I have not seen it until this morning; | would want to study it. 

Senator CLements. Well, the Bureau has probably taken no action 
on it which would permit you to make a statement? 

Mr. Haut. That is right. 

Senator CLements. Is it your opinion that the crop insurance 
experiment has been a wise one and that much good has come from 
the experiment you mention in this type of insurance? 

Mr. Hatu. Well I will have to just interpolate now the kind of 
thing that is discussed when resolutions are developed. I think the 
answer to that is, ‘‘Yes.”’ 

I was noting some of the early resolutions on this topic that go 
back to 1936 when this program first developed, and we approached 
it then from an experimental point of view. In fact everybody had 
to; there was no experience or record with respect to this type of 
insurance coverage. 

Senator Ciements. You think the results have justified the 
experience? 

Mr. Hau. I think so. However, it is certainly clear that we are 
not out of the woods yet on this and further experimentation is 
necessary. 

Senator Scorr. In other words, you think that there is still some 
stuff that ought to be in fine print on the contract. You need not 
answer that. 

Senator CLements. Mr. Hall, do you think they have gone far 
enough with the experiment that they are justified in saying to the 
insured that the premium cost must now cover all of the adminis- 
trative expenses, or do you think it ought to be somewhat more 
gradual than that? 

Mr. Hatv. Well, we think that predoally the premium cost ought 
to pick up the administrative cost. Now I do not think it ought to 
be done in the next year or 2 years or 3 years. Gradually, over this 
experimental period, we ought to approach this ultimate goal if indeed 
we are working toward a sound long-range type of program. Other- 
wise, at some time in the future, if we do not do this sort of thing, we 
will come up with a program developed very definitely on the basis 
of the Government continually appropriating for the administrative 
cost. 

Senator CLements. I take it that you would not recommend that 
the entire burden of the administrative cost be shifted all at one time? 

Mr. Hau. That is true; we would not. 

Senator CLemEeNTs. You may well destroy much of the good that 
would be accomplished now if you did that. 

Mr. Haut. That is so. 

Senator Cements. Well thank you very much, Mr. Hall. 

I want to apologize to my colleague and the other witnesses here, 
but I must now go over to another meeting. 





FEDERAL CROP INSURANCE 





Senator Scorr. Mr. Lail W. Schmidt, a member of the board of 
directors of the Rocky Mountain Farmers Union, and representing the 
National Farmers Union. 


STATEMENT OF LAIL W. SCHMIDT, MEMBER OF THE BOARD OF 
DIRECTORS, ROCKY MOUNTAIN FARMERS UNION, LAMAR, 
COLO., REPRESENTING THE NATIONAL FARMERS UNION 


Mr. Scumipt. Mr. Chairman and members of the committee, my 
name is Lail W. Schmidt, of Lamar, Colo. I am a wheat farmer and 
stockman, and a member of the board of directors of Rocky Mountain 
Farmers Union and at this hearing am representing the National 
Farmers Union. In addition to wheat and cattle I also raise grain 
sorghums and other feed crops. 

The Federal crop insurance program was put into effect in 1939 
after farmers had gone through the terrible drought of the thirties. 
It was a cooperative effort by farmers and their Government to pro- 
tect farm families from the devastating results of crop catastrophies 
which, over several years, could cause the loss of capital investment, 
the loss of the farm itself, and the degradation of the farmer, his wife, 
and children. 

Farming is a business enterprise. Farming is small business. It 
does not have the ready advantages which big business is able to 
employ. Five and a half million farmers are unable to sit around a 
table and determine amounts of production for a given year. They 
cannot determine prices they will receive for what they raise. Nor 
can they foresee what weather conditions and other natural hazards 
will be after their crops are in the ground. Over the past number of 
years these factors have been recognized by the Congress, and various 
actions have been taken to preserve and improve the family farm. 
Farmers must call upon their Federal Government to set up programs 
which will attempt to solve the problems I have mentioned. 

I shall confine my remarks to the crop insurance program which 
deals with the cooperative effort of farmers and Government to stabil- 
ize farmers’ income over a period of years when weather conditions 
and other natural hazards are an affecting influence. 

Where and when the Federal crop insurance program has been in 
effect, it has been found by lending agencies and farmers alike that 
crop insurance is a good thing. Perhaps I should add that the small- 
business men find it doubly good. They can be assured by the farmer 
that his bills for groceries, seed, feed, and fuel will be paid in spite of a 
crop failure. Upon this kind of guaranty depends, in great part, the 
future of our towns and rural communities which, in turn, affect some 
of our larger cities. And that brings up another thing I should like 
to mention. 

In 1952 and 1953 the cattle price disaster struck which caused great 
losses among farm people. To sustain these losses in many, many 
cases, their land had to be aoe ed to financial institutions, mainly 
insurance companies. Many of these stock farmers were also feed 


and wheat farmers in the western Great Plains area which has been 
hit by drought the past several years. 

All helps known and provided, including wind erosion payments, 
have been used to keep farmers on their farms. No small part of 
this attempt has been the assignment of crop insurance to get the 
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necessary funds to operate this land. Commercial banks were natur- 
ally the first source, but as the financial structure of the farmers 
dwindled, Farmers Home Administration was the only source of 
financing for numbers of farmers. Farmers Home Administration is 
now getting much harder to get the proper financing from and their 
policy on collections has tightened to the extent that some farmers 
have gone to smal) loan sharks to make payments on FHA loans to 
stop threatened foreclosures. 

I am not getting off the subject of crop insurance when | bring 
those remarks about Farmers Home Administration into this testi- 
mony. I am bring it to your attention to substantiate my remarks 
that the Federal crop insurance program is undoubtedly the last 
resort of collateral upon which many thousands of farmers can obtain 
credit. In order to back up what I have said in regard to credit 
facilities available to farmers, I should like to read an article which 
appeared in the Washington Post and Times Herald, April 17, 1955, 
page 18: 

The Farmers’ Home Administration disclosed yesterday that it boosted interest 
rates on disaster loans from 3 to 5 percent more than 3 months ago but just 
forgot to announce it publicly. 

Administrator R. B. McLeaish said the inerease was made on January 3 to 
reduce Government losses on the program and render the rates consistent with 
other types of loans the agency administers. 

The belated announcement evoked immediate protests from Members of the 
House and Senate. 

Senator John J. Sparkman (Democrat, Alabama) said: ‘5 percent is an excessive 
charge.”” “The FHA program was designed not for making money but to render 
help where needed on a basis that would not cost the Government anything as far 
as interest was concerned,”’ he said. 

Representative Thomas G. Abernethy (Democrat, Mississippi) said the pur- 
pose of the loans is ‘‘not to make money or necessarily to break even.” ‘Five 
percent interest on such loans might defeat the purpose of the program,” he said. 

Farmers Home emergency loans are designed to provide funds for another crop 
after disaster such as drought, flood, or freeze has wiped out a first crop. The 
recipient must live in a declared disaster area. The FHA has granted $44,500,000 
of such loans so far this year. The program was started in 1949. 

I should like to stress, in regard to the news article I just read, that 
the interest rate to farmers was raised on January 3 from 3 to 5 per- 
cent on the FHA emergency loan program. The special livestock 
loan program already carried 5 percent interest rate. The three pro- 
zrams I have mentioned on which interest rates have been raised are: 

ublic Laws 38, 727, and 115—economie disaster. 

I have mentioned these facts in regard to FHA in order to once 
again point out that the Federal crop insurance program is the last 
resort which many farmers have as collateral with which to obtain 
operating capital for another crop year. Farmers who must leave the 
land because of crop failure still are responsible for their wives and 
children. If they must go into the city to find employment, they are 
added to a labor pool which does not insure that they find work. If 
they stay in their own community, they find part-time work, go on 
relief, do not have proper homes, are an expense as far as some part of 
Government is concerned —taxes, health, education, food, and shelter. 
In this great country we do not let people starve nor do we shoot them 
to get rid of them. We feel that an adequate crop insurance program 
would help to eliminate these possibilities in the expanding-economy 
which everyone anticipates. 
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In view of what I have said, as a representative of the National 
Farmers Union, we should like to present the following recommenda- 
tions and some of the reasons for our beliefs: 

1. We should like to respectfully urge that the Federal crop insur- 
ance program be continued and expanded. 

We realize the Federal Crop Insurance Corporation took rather 
heavy losses in some areas the last year or two but it must be remem- 
bered that there have been some extremely adverse weather condi- 
tions in a wide area where the crop insurance program has been 
carried on. I might say, however, that this has given us an oppor- 
tunity to observe many advantages of the program in that area. In 
some instances, because of drought and severe winds, some farmers 
have suffered 3 and 4 years of complete failure. The crop insurance 
program is an excellent tool for farmers in areas where production 
varies widely over a period of years. This is so because it permits 
the producer to utilize income he receives during years of high pro- 
duction to insure losses in years of low or no production. 

We believe the program has already demonstrated that it has made 
a valuable contribution toward furthering an expanding national 
economy which is very essential in providing opportunity to the 
increasing population and to the soundness of our Government. 

We feel it would be in the interest of a sounder program to expand 
faster or offer the program in more counties since the risk would be 
spread among more farmers. From our discussions with the employees 
of Federal Crop Insurance Corporation it appears that too much 
emphasis is placed upon unproven actuarial statistics that are weighted 
too heavily by recent adverse years in determining the soundesss of 
the program to date. These experiences should be reweighted in 
more definite relation to normal weather conditions. 

2. We urge that members of the Board of the Federal Crop Insur- 
ance Corporation be selected with considerable caution and care. In 
a limited analysis of the Federal crop insurance program, as operated 
since 1948, it appears the program could be operated on a sound basis 
if given the proper leadership. We should not recommend these 
appointments be placed under civil service. We do strongly urge, 
however, that a set of job standards be developed similar to those 
used for professional employees of the Department of Agriculture and 
Civil Service Commission and that they be followed as nearly as 
possible in selecting the members of the Board. 

3. We recommend that the administrative expenses of the Federal 
crop insurance program not be included as a part of the premium cost 
to farmers. 

In hearings before the House and Senate Agricultural Committees 
in 1937, before the crop insurance program was first started, it was 
pointed out that a Federal crop insurance program should not be and 
could not hope to be a profitmaking tool of the Federal Government. 
Previous to that time there had been, and I believe this is what the 
testimony brought out then, four private companies in the United 
States which had made the attempt to write an all-risk crop insurance 
plan. They failed because their field of operations was too limited. 
They operated in 3 or 4 States—the Dakotas, Minnesota, and Kansas. 
There may be a few companies operating on a limited basis today in 
the field of all-risk crop insurance. However, the experience of the 
4 companies I mention above, according to the 1937 hearings, 
indicated that their administrative costs ran about 30 percent. 
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Under an expanded program—a Federal crop insurance pro- 
ram—it was pointed out that these administrative expenses could 
e brought down a great deal if the program were truly a national one. 

And it a been urged many times that administrative costs not be 
a part of the premium cost of crop insurance. When that occurs, 
then the Federal program is no longer a part of an economic stabiliza- 
tion program; instead, it would increase the premium rate beyond 
the proper ability of farmers to participate in it. In that regard, 
I should like to remind you again of the rise in interest rates on 
FHA disaster loans from 3 percent to 5 percent. 

4. We also recommend that the regularly designated ASC com- 
mittees, democratically elected by neighbors of their own communities 
and counties, be used to administer the Federal crop insurance pro- 
gram and that they be authorized to hire necessary additional per- 
sonnel through the use of funds provided through the Secretary of 
Agriculture. 

5. We also respectfully urge that 2 years’ notice be given before 
withdrawal or discontinuance of Federal crop insurance in a given 
county. Further, before withdrawal is made, representatives of the 
State should be asked to appear before the Board to discuss the reasons 
and necessity of withdrawal. 

6. We should like to suggest that the individual employees of the 
Federal Crop Insurance Corporation, particularly field employees, be 
further encouraged to make suggestions for improving the administra- 
tion of the program, possibly through the use of an employee sugges- 
tion program similar to that used by some of the departments in the 
United States Department of Agriculture. 

Adverse publicity has played too large a part in determining the 
soundness of the program in certain areas. 

It is our feeling from observing the operations of the program that 
poor administration and lack of adequate information to farmers has 
caused light participation in the program during years of high pro- 
duction, especially where the program was started during a year of 
good crops. 

7. We recommend that where a single commodity is insured and 
after the field has been inspected and found to be lost, a release be 
given to the farmer so he can handle the land in a manner to prevent 
it from eroding. 

This must be done by such time as fits the particular area so that 
cover crops—grain sorghums, other feed crops—may be planted to 
prevent further erosion and to realize some further income to augment 
any crop-insurance indemnity. This step is also in the interest of a 
more stable economy. 

8. We also urge that after the farmers in a county have been offered 
insurance during this experimental period, a term of 15 years be the 
minimum time used for determining the soundness of the program in 
that county. 

In order to assure this length of operation in a given county we 
suggest that a special fund be established and earmarked to be used 
for experimental purposes, to reimburse the Federal Crop Insurance 
Corporation if unusual losses be encountered during this period. 

For example, the Federal Crop Insurance Corporation is now with- 
drawing from nine counties where the program has had losses and has 
not operated with a sufficient number of participants during years of 
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high production and during years of low production to permit proper 
analysis. In fact, an intense selling program in these counties during 
the drought years has brought about the withdrawal of the program. 
It cannot be laid to poor farming practices or dishonest farmers. 

In replying to an inquiry as to the reasons for withdrawing thie 
Federal crop insurance program from three counties in Colorado, 
Mr. Laidlaw, Manager of Federal Crop Insurance Corporation, 
advised as follows: 

You mention in your letter that our action seems hasty and ill-considered from 
an agency that is supposed to deal with long-time actuarial statistics. If actuarial 
statistics were all that were involved, this Corporation probably could continue 
the insurance and recoup its losses in due time. But the actions of people are also 
involved. Farmers will take the insurance and pay the premiums during drought 
years of the cycle but will drop the insurance rather than pay the large premiums 
necessary when there is moisture and better crops. This has been our experience 
in many counties. Today, practically all of the farmers in your county are in- 
sured; but given a few good years, we could hardly depend on one-fourth of them 
to stay in the program. 


Gentlemen, we do not believe this is a proper or fair decision or 
analysis. We point to the operations of the program in many counties 
with low losses as an example. 

In 1947 the Federal crop insurance program operated in approxi- 
mately 2,500 counties. In 1948 operations were reduced to 375 
counties. In 1954 the number of counties had increased to about 
1,000. Mr. Chairman, we need an expanded program for all of the 
reasons I have outlined above. We should like to urge your considera- 
tion of the changes I have suggested in this testimony. And, finally, 
I should like to urge your rejection of S. 1165 and the substitution for 
it of the bill on crop insurance which has been introduced by Senator 
Kerr of Oklahoma. 

Mr. Baker will now present a brief general statement comparing 
the details of the two bills and discussing their relative merits. 

Senator Scorr. Mr. Baker, before you go into that statement, I 
would like to ask Mr. Laidlaw, the Manager, a question. 

About how far, with reference to tobacco, does the coverage go? 

Mr. Larpiaw. Well it goes right through to the marketing floor now. 

Senator Scorr. What has been the results of the loss so far? 

Mr. Larptaw. Through the 1953 cropyear, we paid approximately 
$7 million in losses on tobacco since the inception of the program for 
tobacco. 

Senator Scorr. That has been since 1936? 

Mr. Larpiaw. Since 1945. That was the first time the program 
was offered on tobacco. The losses have been approximately $7 
million of which approximately $100,000 has been caused by fire— 
a very, very small percentage. 

Senator Scott. Well now, what would your premium have to be? 
What percentage increase would you have to have to cover that? 

Mr. Larpiaw. I would say that the factor is so small that it would 
not pay us to rework all the rates. It would probably amount to 10 
or 15 cents an acre. 

Senator Scorr. You know we carry life insurance. I hope I never 
have to collect it. But I do know that you will have to some time 
or other. Now I have fire insurance in 4 or 5 different directions. 
I never had even a minimum loss in 40 years of operation, but I did 
have a major loss here a few weeks ago when a hay barn burnt. up 
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and I got it rebuilt. I carried insurance on that—of course, as we 
always find out, not enough because the cost at the time we built it 
was so much less than it is now. But we pay it year-in and year-out 
and take it for several different groups. Now I think if you could 
let the public know just what it does cost it would be very helpful 
because we do have fire in stored tobacco. It is a peculiar crop in 
that respect. If you get out there in barns where they cure the 
tobacco, you could understand how they could have a fire loss and 
you could understand how it could not be controlled too easily. And 
even in a pack barn, if you get in there and see how they have to 
grade that tobacco and all that and have the pot-bellied stoves, you 
could see there would be losses there too. That is all the more reason 
that they need the insurance. 

Mr. Larptaw. Oné source of constant friction and trouble is the 
fact that we are insuring only the cost of production. Now it is very 
seldom that a farmer would have all his tobaceo in one curing shed. 
He could lose one whole shed by fire and he might not collect 5 cents 
from the Federal crop insurance because the balance of the production 
in other sheds would more than make up his coverage. Asa result I am 
convinced that there are a great many people today carrying tobacco 
insurance, although this has been pointed out to them and although 
fires are an exception rather than the rule, who feel that if there is a 
fire the loss is going to be recovered, and I would say 9 out of 10 times 
that is not the ease. Also, of course, if a man has a thousands dollars 
worth of tobacco and knows he has only got $500 coverage, he would 
generally carry a commercial insurance policy for the difference. 

Now when that loss occurs, we cannot rush in and pay our pro rata 
share right away because we have to wait and see how the rest of the 
production comes out. As a result there has been great delay in the 
settling of these losses, so one large insurance group—lI have forgotten 
which group it is—states right in its policy in plain English that it 
will disregard any Federal crop insurance coverage. They will pay 
the total of their policy if the farmer has the tobacco in the barn. 
As a result I believe that there are quite a few people who feel that if 
tobacco farmers double up, they can also collect from us which, of 
course, is not the case. That is causing us trouble, too, right now. 
In other words, if we find out that a man had $10,000 worth of tobacco 
burned and he has a $10,000 commercial policy and he collected, we, 
of course, would not pay him 5 cents because he has already recovered 
the loss. We cannot go out and overpay these loans. 

Senator Scorr. All right. Thank you. 


STATEMENT OF JOHN A. BAKER, ASSISTANT OF THE PRESIDENT, 
NATIONAL FARMERS UNION 


Mr. Baker. Mr. Chairman, before proceeding with the prepared 
statement, it seems only fair to say that the administration’s proposed 
crop insurance bill appears to be just a typical part and parcel of the 
Eisenhower administration’s farin sliding scale philosophy—-applied 
in this case to the crop insurance program—which has been applied 
all across the board, in the appropriation recommendations, in their 
appearances before the budget committees, and in the aetions that 
are taken with respect to all of the different programs in the Depart- 
ment of Agriculture; and it looks like what they are up to is sliding 
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all of the programs of the Department completely out of existence 
and sliding farmers down to the economic base in this country. We 
are opposed to the enactraent of S. 1165 and urge enactment of the 
bills introduced by Senators Clements and Kerr. The bill introduced 
by Senator Kerr would, if enacted, require the Eisenhower adminis- 
tration to restore the Federal crop program to the basic purposes 
intended by the Congress when the program was originally set up for 
the farmers and the American people to protect them from the devas- 
tating effects of natural disasters and to cushion the shock of reduced 
farm income that is suffered from such natural disasters. 

The Federal crop insurance program was the result of carefully 

thought-out efforts to employ foresight to alleviate to some extent 
the hardships following catastrophes that cannot be avoided. The 
people of our country have never been slow to pour out the wealth 
of their purses together with the warm sympathy of their hearts when 
sudden disaster strikes. But how much more effective in achieving 
the desired result is a sensible plan for preventing much of the terrible 
cost, both in terms of money and suffering. The crop insurance 
program was not set up as a means of making money for the Depart- 
ment of Agriculture nor the United States ‘Treasury, neither was it 
designed as a subsidy. It was simply a way in which the entire popu- 
lation could insure themselves against heavy future relief loads at the 
cost of the administrative expense of the program, The indemnity 
payments for losses were to be prepaid by the farmers themselves by 
the premium payments they made under the program. 
#@ Under the present administration, the Department of Agriculture 
has distorted the original purpose of the program by adding purely 
administrative costs to the premiums charged the farmers. Tt has 
taken another step in the wrong direction by having this bill (S, 1165) 
introduced into the Senate. 

Moreover, we have heard that consideration is being given to 
eliminating crop insurance for durum wheat, which was stricken by 
rust; and to complete elimination of crop insurance for tobacco and 
other crops in southeastern areas because the small size of the indi- 
vidual policies brings’ about a high ratio of administrative costs to 
premium income. We are opposed to the enactment of section 1 or 
5. 1165 which would eliminate certain crop insurance coverage fof 
tobacco while it is still in the hands of farmers. 

This kind of action and reasoning is completely inconsistent. with 
the purpose of the crop-insurance program. It is consistent only 
with the mistaken notion that the purpose of the Federal crop- 
insurance program is to do the experimental work required to turn a 
paying proposition over to private insurance companies in disregard 
of public and farmer needs for greater protection hin can be insured 
by a profit-type insurance corporation. 

Senator Kerr’s bill would reverse this trend by requiring a 2-year 
notice of intention before an operating crop-insurance program could 
be jerked out of a county. 

he Eisenhower administration has further revealed its intentions 
of turning the program over to private interests in two other ways: 
One, I understand that they have turned over a large part of their 
public actuarial records to be photostated by rive penn corpora- 
tions for their private use. And, two, the administration has in a 
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dynamically progressive manner removed administration of the crop- 
insurance program from the hands of democratically elected county 
and community farmer committeemen and turned it over to the same 
private-profit insurance companies who have gotten the records and 
who have made some trial runs on skimming the cream off the low- 
risk crop-insurance business. 

Senator Kerr’s bill (sec. 1) and Senator Clements’ would stop this 
type of maladministration by requiring that the Secretary of Agricul- 
ture utilize the democratically elected farmer committees in carrying 
out the crop-insurance program. 

It was expected when the 1947 crop-insurance law was passed, that 
the program would be expanded into additional counties and ulti- 
mately into all 3,000 farm counties. This expansion, while still 
provided by law, has made little progress recently. Section 2 of 
Senator Kerr’s bill is not a mandate for rapid expansion. Such a 
mandate might require unsound speed. The bill does require that if 
200 farmers in a county petition for the program, the reasons for not 
so expanding the program must be incorporated in the next budget 
message of the President. 

The bill has another provision that experience in the drought areas 
of the Southwest has shown to be needed (and this provision is not 
included in the administration bill S. 1165). If a certain crop, winter 
wheat for example, should be adjudged a complete failure, the in- 
demnity will be paid and the land immediately released so that it can 
be put into other soil-holding land cover without cost of indemnity 
payment. In a county where drought and destructive dust storms 
usually occur together, it is senseless to require land to lay bare as a 
requirement for collecting the crop-insurance indemnity on a previous 
crop that has been a complete failure. 

S. 1165 does not have the requirement of a 2-year notice of program 
termination that is included in the Kerr bill. 

Mr. Sehmidt has covered these two points in his statement and I 
shall not present cumulative testimony. 

We appreciate the courtesy of your committee in hearing us today. 
We strongly urge your disapproval of S. 1165. We, also, respectfully 
urge that you recommend Senate approval of the bill along the lines 
of that introduced by Senator Kerr, in combination with Senator 
Clements’ bill 1826. Thank you, sir. 

With us today, Mr. Chairman, is Mr. Floyd Higbee, who has just 
returned from the junket that Secretary Benson has taken and is still 
on, as a matter of fact, in the drought-stricken areas. He and Mr. 
Schmidt spent several days with that entourage as they waded 
through the desert-like sands of eastern Colorado. If the committee 
has any questions concerning the drought conditions out there or 
what has been taking place the last several weeks with respect to 
efforts to get something done about it, Mr. Higbee and Mr. Schmidt 
have been giving very careful and detailed and almost 24-hour-a-day 
attention to the problem in the last 3 or 4 years. So any questions 

ou would like to ask them would be welcome, or, if you would like, 
it might be interesting to call on Mr. Higbee to make any statement 
that oe might care to if the committee has the time this morning. 

Senator Scorr. Mr. Higbee, do you care to make a statement? 
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STATEMENT OF FLOYD F. HIGBEE, NATIONAL FARMERS’ UNION, 
CARLTON, COLO. 


Mr. Hiasen. I would just like to point out that you cannot at this 
time determine whether a farming program is sound or unsound in 
our counties, particularly in the area of southeast Colorado, because 
our production varies very widely. Secretary Benson said that he 
thought 80 percent of the land could be kept in cultivation in those 
counties. Yesterday afternoon we flew over about 200 miles of the 
area east of Denver and every bare piece of ground that was forming. 
If anyone can determine which 20 percent should be restored to grass 
they should speak up and be identified. We would like to urge the 
crop-insurance program be really activated because, while I am an 
irrigation farmer and only participate in a very limited extent in crop 
insurance, we can see the many advantages it has in our area where 
there is such a varying degree of production. And the advantages are 
not limited to the farmer; they are felt by the entire economy in the 
area. Anything that we can furnish to throw more light on the need 
for ; he crop insurance program in our area we would be very happy 
to do. 

Mr. Baker. The thing that has got the businessmen in Lamar, 
Colo., and several places in New Mexico and Texas, upset at the 
moment, and the banks in those same areas, including the farmers 
in those counties, is that all of a sudden, without any notice or any 
hearings that I know of and without any real study of the problem, 
the Federal Crop Insurance Board all of a sudden just up and checked 
the crop-insurance program out of nine counties in which it had been 
operating previously; and the excuse was that they have been having 
a drought out there and so they were having to pay out some indemni- 
ties. That is like having fire insurance pulled out from under you 
just before your dairy barn burned the other day. 

Senator Scorr. In other words you maintain the drought has hit 
the insurance companies? 

Mr. Baxer. Well, apparently so. It looks like maybe a drought 
has hit the mental machinery of people that are making administrative 
decisions. If that is your cnt, T agree with you. And the statement 
has been publicly made that the Board is going to consider whether 
to pull the program out of 7 more counties; and although the schedule 
had not been set up for the durum wheatgrowers who have had 
rust for several years, I understand that unless they were taking it 
4 or 5 years ago they are not now eligible, or new producers who 
want to go into the production of durum wheat or producers in new 
counties are ineligible for crop insurance on durum wheat. And the 
same thing is true in your State and around Arkansas. If they are 
going to start this money-making proposition and they have small 
farmers whose average income is around $1,500 a year, as reported 
yesterday by the Department of Agriculture, it takes as much money 
to contact and sign a small farmer and to inspect his crop as it does 
a big one. The administrative crop ratio is going to be high if you 
are going to set up crop insurance as a business proposition. 

Senator Scorr. That is about the story in North Carolina so far 


as the income of our State is concerned. We have more farmers 
than any other State in the Union, and we are very conscious of all 
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of these programs, and that is why we are very conscious of stepping 
up FHA loans right now. 

Mr. Baker. Now, in response to your question, a moment ago the 
man testified that the cost of tobacco insurance after it has been 
harvested but before it has been sold, while it is being cured, is prac- 
tically nothing; that they could not even lower the premiums if they 
eliminate that part of the coverage. Yet they come up to you and 
recommend to you the enactment of a bill that would jerk that out 
from under the farmer. 

Mr. Hieser. One of the nine counties is Ochiltree County, Tex., 
and we were informed that Ochiltree County has been the high wheat 
producing county in Texas, for 7 out of the 9 or 10 years, I think, from 
1940 to 1949 or 1950. If that is true and we are pulling out of a 
county like Ochiltree County, it seems to me that we are really pulling 
out of an area where we ought to be in the wheat service. 

Senator Scorr. Mr. Northrup is our next witness. 


STATEMENT OF FRED NORTHRUP, EXECUTIVE DIRECTOR, 
NATIONAL CIGAR LEAF TOBACCO ASSOCIATION 


Mr. Norturvur. Mr. Chairman, my name is Fred Northrup, execu- 
tive director for the National Cigar Leaf Tobacco Association. 

I am appearing this morning, Mr. Chairman, not only in my 
capacity as association director, and there are some members of our 
group who do carry crop insurance and have an interest in this pro- 
gram, I am appearing more because of a friendly interest in the 
crop-insurance program, due to my former association with the 
Department of Agriculture over several years, two of which were as 
Assistant Manager of the Corporation and the major part of 1 year 
‘serving as Acting Manager. I maintain and continue a friendly 
interest in the success of the Federal crop-insurance program. 

Senate bill 1165 now before this committee is a bill 1 think needs 
careful consideration before adoption. Mr. Laidlaw very carefully 
explained earlier this morning the intent of the various provisions of 
the bill so there is no need for me going over them in any great detail. 

I want first to comment, however, about the first section of the bill 
which has to do with tobacco insurance. I want to recognize first of 
all that there is a problem to be dealt with here in some fashion. In 
my judgment, however, the method proposed in 5. 1165 is not the 
way to approach the problem. As a matter of fact it is the com- 
pletely wrong way to approach the problem. The problem that has 
to be solved and dealt with I think is quite a real one and there is a 
way to do it. 

Senator Clements referred to S. 1826 this morning. I have read it 
over and I believe that is a much better way to deal with that par- 
ticular problem. 

First of all, to understand the problem you have to understand 
what tobacco insurance is and what it now does. The issue of whether 
or not you are going to insure tobacco after it leaves the field and 
through the period of time it is in the curing barn has had a very in- 
and-out career in the Federal Crop Insurance Act. It was in the act, 
it was taken out, and it was put back again. 

I think it is very significant to recall the reason why it was put 
back again. It was put back into the act purely because a great 
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many tobacco farmers in your State, Senator, and in other States of 
the Tobacco Belt insisted that it go back, and that is why it is in the 
law today. 

However, the problem that is before the Corporation is one of com- 
plaint and irritation presented to it by several of the private com- 
panies who write fire insurance on tobacco in the curing barn we 
the Tobacco Belt. There is a real place in the insurance field for the 
sale of private fire insurance on the tobacco in the curing barn. In 
my judgment an alert, good farmer needs to have both a Federal 
policy and a private fire policy and there need be no conflict between 
the two. 

Now I am quite certain that the testimony this morning was quite 
sincere on this point, that the private insurance companies would 
much prefer that the Federal Government write no insurance in the 
curing barn in connection with crop insurance. That would be their 
first choice and that is what this S. 1165 would do, to remove the 
authority from the Corporation to write that insurance, but that 
begs the issue and does not solve the problem completely. The 
private companies, however, are afraid and they may have some 
reason for this over the experience of the years with the Federal 
Government offering fire insurance on the tobacco in the barn and a 
private company also having a policy on this same tobacco. In the 
event of a fire loss which is substantial, the Federal policy might pay 
off and the private policy might pay off and as a result there will be 
overinsurance or excess insurance in that particular instance. 

Now I am not prepared to say that over the years there has been 
such overpayment, but I want to point out that there may well have 
been inadvertently and with no bad intent on the part of the Federal 
Crop Insurance Corporation in settling losses. But the issue has 
become so severe that the private companies I understand in some 
instances are now refusing to write private insurance on a man’s 
crop in the barn if the man holds a Federal policy because, they say, 
that in that event a very severe moral hazard is thus created and 
there is a tendency on the part of an unscrupulous tenant or some- 
body else to be careless, and unnecessary fires could and might result. 

Now, whether those points are well taken or whether they are not 
well taken, the fact remains that it does continue to be a source of 
irritation and can be cured with no detriment to either the private 
companies or to the Federal crop-insurance program. 

I want to make a comment first as to why I think that the Federal 
crop policy needs to continue and must continue to be a real insurance 
policy to insure this tobacco after it leaves the field. ‘Tobacco is not 
like wheat and corn and the other crops that are insured under the 
act. It is not enough to say that the harvesting stops when it leaves 
the field. With tobacco it is common to consider that the harvesting 
period goes clear through to the time when it is cured and out of the 
barn. Also involved is this very important administrative point 
which I think has not been mentioned at all this morning but is of 
paramount importance. 

When you come to settle a loss under a Federal policy you can 
never do it adequately and properly, as I understand it, until such 
time as that tobacco is weighed, is taken to the auction and is sold. 
At that time you know the number of pounds of tobacco the man got 
from his crop and the price he got. Now, if his return on that crop 
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at that time is less than his coverage under the Federal policy, then 
he has a right to consider whether or not he had a loss under the 
Federal policy. 

Now during the growing season and before this all takes place at 
the end, if he thinks he is going to have a loss he must of course teil 
the Corporation in time so that they can inspect it and see what is 
happening, else they cannot pay. But you never know how much of a 
loss he has got or whether or not the coverage has been met or not 
met until such time as it is taken out of the curing barn, weighed, and 
sold. 

Now I submit that if you stopped the insurance at the time the 
tobacco leaves the field, you never can properly adjust a loss under 
those conditions. You can guess at the weight and you can guess at 
what the price might become, but you never will know for sure. The 
only way to do that is to wait until the market opens and the tobacco 
is taken out of the barn and sold. 

Now, another reason that you need to continue insurance in the 
barn is that fire hazard is not the only hazard that occurs in a curing 
barn. There are other things such as pole burn which, as far as I 
know, the private insurance company does not cover but which would 
be covered and is covered under the Federal policy. I think a tobacco 
farmer in North Carolina or Kentucky, if the Corporation stops 
insuring his tobacco in the barn and if he does not have a private 
policy, if he does have a disastrous fire in the barn and if he has paid 
premiums over the years on insurance and you come along and say, 
‘“‘No, we don’t cover fire,’ he has got a right to say, ‘I have not got 
full value received from the Federal Government in this program. 

For these reasons I would urge that the committee do not recom- 
mend enactment of the first section of S. 1165. Now Senator Clements 
has introduced this bill, S. 1826 which, I believe, can deal with this 
question adequately of overinsurance and relieve the fears in the minds 
of both the Corporation and more particularly in the minds of the 
private companies about the incurrence of this moral hazard that they 
are worrying about and very probably properly so. 

Now there is nothing about this procedure called for in the bill that 
the management of the Corporation cannot do today by administrative 
actior, and I have no doubt in my mind at all that maybe they will, 
but I would suggest putting it in the legislation rather than leaving it 
to management. Management changes over the years. 

Senator Scorr. You are aware of that; are you not? 

Mr. Norrurvup. Yes. It has happened. That is all right. We 
expect that to happen in any good managed corporation, I guess. 
But what may be good public policy and good insurance policy under 
one management may not be the next time for various reasons which 
we can all understand. 

Now the language which Mr. Clements has introduced into S. 1826 
just so happens is taken almost verbatim from regulations of the 
Jorporation which were used in its insurance contracts back, I believe, 
about 1945 or 1946. Now I am not personally aware—I was not 
with the Corporation at the time—as to why it was dropped from 
the regulations. Very likely it was because the authority to insure 
under the act was taken out. I suspect that might have been the 
reason. Why it has not been put back in the regulations in this 
exact fashion I, of course, do not know. But I can see no reason why 
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the Corporation cannot follow the procedure in this legislation. I am 
inclined to believe it would quiet all the fears of the private companies 
who are now complaining and would take the pressure from those 
people—off the management and off the Congress; and I know you 
have pressure up here. 

So that, unless there is persuasive reason of which I am not aware, 
I would recommend that in lieu of section 1 of S. 1165 there be 
adopted S. 1826 either as a separate bill or as a substitution in S. 1165 
for the first section. 

Now I would like to spend a few minutes with respect to sections 
2and 3 of S.1165. Those two sections are two parts of the same thing, 
and Mr. Laidlaw explained earlier that they would give authority to 
the Corporation to include in their premium rates all or part of the 
administrative costs of the Corporation including loss adjustment 
costs and other administrative costs. As the Manager also said, the 
proposed legislation is permissive and not mandatory. But again I 
want to point out in that connection my former observation that 
management changes and this is too important an issue in my judg- 
ment to leave completely to discretion of management. 

Now going back into history for some little time, I think there was 
always a realization on the part of a great many of the friends of the 
program who put it into being, that someday it would be proper public 
policy for the crop insurance program to become completely self- 
sustaining, including the payment of administrative costs. 

The point I want to make this morning is that in my judgment I 
do not think that time has now arrived. Over the years the Gee ess 
has insisted and very properly so that the underwriting part of the 
program be put on a sound basis, and the Corporation has tried to do 
that very thing Iam sure. Nevertheless the facts still remain that as 
of today, April 28, 1955, the Corporation has not been able to accumu- 
late one red penny of insurance reserves. As a matter of fact, in the 
last 2 years and probably again in 1955—I hope they do not have to 
but I do not know what the score will be—they have had to dip into 
capital funds with which to pay losses. In other words, their premi- 
ums on an annual basis have not been able, are not yet sufficient, to 
pay their losses, and they have no insurance reserves from which to 
pay them. Consequently they are having to pay off in full only by 
dipping into the capital funds which, of course, they must do. But if 
you do that long enough you are going to use up the capital funds. 
And then I raise a substantial question. When that time comes; who- 
ever is in the seat of the management of that Corporation and the 
chair of the Secretary of Agriculture, if they come before the United 
States Congress and ask for restoration of capital funds, I do not know 
what the answer would be but I know they have been warned time 
and time again that it might be a very grave question as to whether or 
not Congress would ever reactivate this program again. 

Therefore, Mr. Chairman, I raise the question of timing—not of 
judgment but of timing—about this question of including adminis- 
trative costs in premiums, and I suggest for the reason that I have 
stated that this is not the time to start doing it. 

Now there is another reason why I think that we might consider 
this is not the time to start doing it. Since the program as a whole is 
still on an extremely Apiniaciiaal basis, it does not yet cover the entire 


United States. It does not yet cover all crops and per se has to be 
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considered and still will be for many years as an experiment not vet 
completely proven in all its aspects. There still remains the question 
of how you would ever include administrative costs properly and 
equitably in your premium rates. 

Now, again, I refer to the situation which one of the witnesses 
already has referred to of the tobacco insurance program across the 
Tobacco Belt where the policies are small because the acreages are 
small, tenths of an acre for many thousands of tobacco farmers. 
Obviously the premium per unit of insurance is very small. Now, 
are you going to charge administrative costs on a uniform basis over 
the entire United States? It costs just about as much to administer 
a crop insurance program in North Carolina as it does to administer 
many times that in terms of liability and premiums in the State of 
Montana. So are you going to make North Carolina carry its entire 
administrative load? If you are, then I think you are going to price 
the farmers in North Carolina and Kentucky and throughout the 
Tobacco Belt out of the insurance program. Or again, are you going 
to ask the large wheat growers in Montana whose premiums average 
hundreds of dollars per contract to bear more than his fair share of the 
cost? 

Now those are not unsolvable questions. But I only point out 
that as of today the administration has not yet put forward an 
analysis of how they propose to approach this thing, which I would 
want to know before Y ceca sections 2 and 3. 

Now I do not want to be too critical of the objective here involved. 
It may well be that there is a well-thought-out plan for doing this 
which would make sense. But again, if it is just authority being 
asked for without a plan I do not believe that we are doing the man- 
agement of the Corporation or the administration any substantial 
harm by not passing sections 2 and 3 at this time, and for the very 
simple reason that I tried to point out earlier in my statement that 
the Corporation still has other important problems to solve first. 
They have got much hay down in terms of being able to pay their 
losses out of premiums and creation of premium reserves, insurance 
reserves, before os into this phase of the experiment in this 
phase of expanded activity. 

Mr. Chairman, that is all I have to say. I hope that these com- 
ments will be of some value to the committee in its deliberations on 
these two bills. 

Senator Scorr. Thank you very much. 

Now I have a letter here from a neighbor of mine. I knew the 
man’s father and mother and I know the man himself and his wife. 
He is a tobacco grower in my county. I want to put it into the record 
but I will give you the full letter here. He has been turned down 
by the Federal Crop Insurance because he has had 5 bad years of 
operating expense, and he asks the question here. He says: 

* * */yet"Mr. Warmbrod infers that if and when I can be sure of making a 
better crop, that they will let me have more insurance: When I get.to the place 
that I know I will not have a loss, I do not need or want any insurance. 

Well now, I do not know what record they have got behind it, but 
I am in the same county and I am in the dairy business and all dairy- 
men in my county for 3 years now have operated at a loss because of 
the drought condition. It gave us no pasture; it gave us no hay; it 


22 FEDERAL CROP INSURANCE 


did not give us the ability to even have silage. Now I know that is 
so with the dairymen in the same county. Yet this man has had 
5 years of loss and the Federal Insurance Corporation has cut him 
entirely out. I agree with him. If he has to show that he is going 
to make a profit before they give him any more insurance, what does 
he need the insurance for? 

Mr. Norturup. Are you asking me the question? 

Senator Scorr. Yes; I ask you as a citizen. 

Mr. Nortrurup. | can make two observations on that problem. 
No. 1, of course it would be foolish for me to comment on an individual 
case because, of course, I do not know the facts behind it. But in 
general he raises two questions there that are policy questions. 

One of them is that it could well be in looking at the Corporation’s 
side of it that there is some factor in here of a poor farmer. Now an 
insurance company cannot insure a man who is a poor hazard as such, 
and that goes clear beyond the point of whether you can insure a 
man because he has had a series of losses. I would agree with your 
constituent. If he is a good farmer and has a good farm and he 
follows good practices, just because he has two or three losses in a 
row is no particular reason to deny him insurance, and again I do not 
know the facts in this case. 

Senator Scorr. Well I do not either. 

Mr. Norrurvp. I am sure Mr. Laidlaw would be happy to comment 
on that for you. 

Mr. Larpiaw. Senator, if you will send us a copy of that letter 
we will look into the entire case history. 

Senator Scorr. I would like to know. In other words, if you have 
got something that you do not want to reveal, why tell meso. I want 
to put Mr. Fonville’s letter in the record, and I would like to put a 
copy of the letter that I wrote you. I would really like to know the 
truth of the thing because I was thinking about it ‘the other day— 
about the fire that I had. If the wind had been blowing the right way, 
with the prices, costs, that we have now in producing milk in a drought 
area, I would have had to cut that unit out because it would have 
burned up every building on the place. Now I reckon the Lord must 
have looked over the insurance policy that I have and decided not to 
let. the wind take all the buildings. But when a man gets right down 
to a question of trying to live, and that is his business, and the Fed- 
eral Government tells him that he is not entitled to insurance, I’think 
vou ought to give the man a little more information as to ‘why he 
cannot have it. 

Mr. Larptaw. Have you received a reply from us yet, Senator? 

Senator Scorr. We have not had the reply. 

Mr. Laiptaw. Well the individual ease file is not maintained here 
in the Washington office. We heve to get it from the State office. 
There is a reason; I can guarantee there is a definite reason. 

_ Senator Scorr. There must be a reason. . It is apparently not pay- 
ing out, 

I would ask you again, Mr. Laidlaw, for the record, has the program 
operated at a loss or a gain? 

Mr. Larmiaw. Very small gain. We have the figures here now. 
Mr. Evans will give you the exact figures. 

Senater Scorr, According to my information they have cut out 17 
percent of our tobacco growers. Either we are bad actors down there 
or something is wrong. I don’t know what. 
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STATEMENT OF GEORGE E. EVANS, DIRECTOR, FINANCE DIVISION, 
FEDERAL CROP INSURANCE CORPORATION, UNITED STATES 
DEPARTMENT OF AGRICULTURE 


Mr. Evans. Mr. Chairman, if I may, since the crop insurance 
program was put on an experimental basis in 1948, for the period 
1948-54, we have earned premium income of $10,367,274. 

Senator Scorr. That is on tobacco. 

Mr. Evans. That is on tobacco. During that same period we have 
paid out indemnities in the amount of $9,623,200 which results in a 
net surplus of $744,070. That would give you a loss ratio of 93 percent. 
In other words, during that period, for every dollar that we earned in 
premiums we paid 93 cents for indemnities. 

Senator Scorr. In other words, to keep it on the gain side it looks 
like there is a tendency just to eliminate a few so as to keep it on that 
side. Is that right? You need not answer if you do not want to. 
That is all right. 

Without objection the letter I referred to will be inserted at this 
point in the record. 

(The letter is as follows:) 


FonvitLE Farms, 


Burlington, N. C., April 7, 1966, 
Hon. W. Kerr Scort, 


Senator, State of North Carolina, 
Washington, D. C. 
Dear Senator Scorr: Enclosed is some correspondence relative to the cancel- 


lation of my Federal crop insurance. I shall be very grateful if you will look into 
this matter. 


You are aware of the droughts we have had for the past 3 years, here in Alamance 
County, yet Mr. Warmbrod infers that if and when I can be sure of making a 
better crop, that they will let me have more insurance. When I get to the place 
that I know I will not have a loss, I do not need or want any insurance. 

I have requested of the Federal Crop Insurance Corporation representative here 
in the county, copies of my loss records so that you may become more familiar 
with my case, should you desire this information. 


Not only did they cancel my insurance, but they canceled 17 percent of all 
insurance in the county, many of whom are the better tobacco farmers. 


If this insurance program cannot help us in times of disaster, when do we need it? 
Very truly yours, 


Bill. 
W. J. “Brtu” Fonvitte. 


Senator Scorr. Our next witness is Mr. Taylor. 


STATEMENT OF RANDOLPH TAYLOR, EXECUTIVE SECRETARY, 
BURLEY AND DARK LEAF TOBACCO EXPORT ASSOCIATION 


Mr. Taytor. For the record my name is Randolph Taylor, and I 
am executive secretary of the Burley and Dark Leaf Tobacco Export 
Association, which is a federated trade association with offices aes 
in Washington. We have as our members tobacco growers throughout 
the eight-State area, both burley and dark leaf tobacco growers. 

I merely want to endorse the statement of Mr. Northrup, par- 
ticularly as it relates to section 1 of S. 1165. We are opposed to that 
section of the bill. We think the tobacco part of this progrem has 
worked successfully. We think there is a definite need for continuing 
the coverage into the barn on tobacco. 
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We do recognize and I think everyone here recognizes that there 
has been some area of conflict there which, as far as I can learn, 
S. 1826, introduced by Senator Clements, would clear up. 

Now I happen to be from Lexington, Ky., and I think one of Mr. 
Laidlaw’s principal activities in the past was with an insurance com- 
pany from that town. I believe that they would be satisfied with 
the language in S. 1826, and I believe it would remove the contention 
and the trouble that they have had in the past. So I merely want to 
endorse the statement of Mr. Northrup in that respect, Senator. 

Senator Scorr. Does anyone else have anything they would like to 
say for the record? 

(None indicated.) 

Senator Scorr. If not, that is all for today. 1 thank everyone for 
coming. 

(Whereupon, at 11:30 a. m., the hearing was adjourned.) 
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